-2will address my remarks to that portion of the new international economic policy.
First, I will discuss the functioning of the international payments system; second, the historical events leading to the current situation; third, the alternative solutions available.
Finally, I will indicate my choice of an interna tional payments mechanism.
The Benefits from Trading Internationally.
The United States can produce virtually
any commodity and service that it currently consumes. Why, then,do we engage in international trade and incur the risks and crises that have plagued us for the past fifty years? The answer, of course, is that international trade, like domestic trade, is profitable. It is profitable in the sense that it increases the welfare of trading countries.
The reason we buy an imported commodity is simply that we can purchase it cheaper abroad than we can produce it domestically. We pay for our imports by selling goods and services to foreigners who will accept them only if our goods are cheaper than the same goods produced by them. Therefore, the citizens of both trading -3countries, given their resources, can consume more goods and services than they could in the absence of such trade.
The reasons for the relative price differentials are varied -it may be productive efficiency or it may be domestic demand conditions. What is important is that the price of the delivered foreign commodity or service is lower than the price of the same commodity produced at home. Therein lies the benefit from international trade. If such benefit does not exist, trade will not take place. Any artificial restrictions which lower this price differential reduce the amount of international trade and therefore the welfare gains that may accrue.
The same reasoning applies to international capital movements. We buy foreign capital goods or foreign securities only if they promise a higher rate of return than domestic ones. In that sense, a given amount of resources increases our income and welfare. The country selling the securities benefits by attracting a scarce resource to facilitate the efficiency of the productive process.
-4-What is important to remember throughout any discussion of international trade is that benefits accrue from our ability to consume more.
That is, from imports of goods, services and securities.
The Mechanism of International Payments
Since gains from trade derive from imports, why don't we keep importing as much as possible and forget about exports, reserve balances, and various exchange problems? Like everything else, imports must be paid for, and exports are the ultimate means of payment. But since the barter system is extremely inefficient in individual transactions, we avoid the item by item matching of imports and exports by using the international payments mechanism, just as we avoid the matching of goods and services in domestic transactions with the use of money.
To demonstrate international payments, let's assume that I buy a Japanese radio for $30. 
